ABSTRACT
INTRODUCTION
Sukuk market has grown rapidly over the years. Both Government and corporate companies has issued sukuk to raise capital and financing. As for the Indonesia, the development of the shariah-based market has grown quite significantly which is driven by the growth of the shariah-based banking, mutual funds as well as takaful. Despite being home to roughly 10 percent of the world"s estimated 1.3 billion Muslims, Indonesia has struggled to build up its Islamic finance industry, lagging well behind countries such as Malaysia, Singapore and even Pakistan. Just recently in year 2009, Indonesia became the largest sukuk issuer worth $650 million denominated in US dollar.
To ensure the succesfullnes of the sukuk market, Indonesia should venture into various and more dynamic sukuk structures in order to cater the market. As the investors are becoming more sophisticated and well-informed, their expectations towards the product innovation has changed. Thus, Indonesia should innovate more suitable sukuk structures and does not limit themselves to the typical sukuk structures such as ijarah.
The issuance of sukuk should be in accordance with the aim of the shariah which is the welfare of the society. We observed that despite the tremendous amount of money raised, many investment involved are not meant for the well being of the majority poor people, and no serious plan was made to solve or even address the issue of poverty, the money is rather raised in most cases for luxury purposes.
Consequently, this paper wanted to proposed sukuk structures by taking advantage on the abundance of natural resources in Indonesia. That abundance resource, which is idle and cultivated land, may be use as the underlying assets/ assets for sukuk structures. An agriculture sector can be further developed through the sukuk issuance. This will enable capital injection into the agricultural sector. In this paper, the potential for other more novel sukuk structures based on musharakah and mudharabah contracts is examined, which would offer different types of financial risk, and could be attractive for portfolio diversification. In addition, this paper also discussing on how sukuk issuance can benefit the welfare of the society through the alleviation of poverty in Indonesia.
Agriculture sector in Indonesia remains important. Even though it is internationally significant in its production and export of rice, palm oil, coffee, rubber, cocoa, and spices (nutmeg, cinnamon, and cloves) ,the Indonesian agricultural 3 sector is only comprising 14% of the country"s aggregate Gross Domestic Product (GDP) in 2007. Half of the population is still defined as rural, although this has been declining steadily over the past 50 years as nonfarm incomes have come to dominate agricultural income, even in rural areas. These are common features of an agricultural sector in a growing economy and are generally viewed 3 Agricultural land refers to the share of land area that is arable, under permanent crops, and under permanent pastures. Arable land includes land defined by the FAO as land under temporary crops (double-cropped areas are counted once), temporary meadows for mowing or for pasture, land under market or kitchen gardens, and land temporarily fallow. Land abandoned as a result of shifting cultivation is excluded. Land under permanent crops is land cultivated with crops that occupy the land for long periods and need not be replanted after each harvest, such as cocoa, coffee, and rubber. This category includes land under flowering shrubs, fruit trees, nut trees, and vines, but excludes land under trees grown for wood or timber. Permanent pasture is land used for five or more years for forage, including natural and cultivated crops. Source: Food and Agriculture Organization, Production Yearbook and data files. (World Bank,2009) overall as healthy developments. Indonesia has succeeded in reducing rural poverty significantly over the last 40 years. National poverty, both urban and rural, measured at the national poverty line, fell in 2008 to 15% despite the rapid rise in food prices at that time (World Bank, 2008a ). However, this success has as much to do with factors outside the agricultural sector as within it. Figure 1 below show the level of agricultural sector contribution to the Indonesian GDP which is declining since year 1967. 
Objectives of the Study
An attempt to promote and to further develop the Islamic capital market has always comes across in our mind. More and more countries are opposing each other to become the hub of the Islamic capital market because shariah-compliance products has receives positive response and promising returns. However, Islamic capital market, particularly sukuk market should be correctly developed not just to fulfill the market needs, but also to inculcate the elements of fairness in transaction (muamalat) among the parties involves and to achieve the objectives of the shariah (maqasid of al-shariah). To realize that, this study has several purposes as follows:
1. To propose suitable sukuk models for agricultural activities 2. To identify strategies to reduce sukuk risk
Significance of the Study
Considering the critical call for funds to develop the Indonesian economy; particularly the agriculture sector, this paper is crucial due to the following reasons:
1. To develop idle land and cultivated land by providing the financing facilities to the agriculture sector 2. To generate new perception and ideas in order to convince the Government and regulators that agricultural sector can be further develop through the sukuk issuance
Problem Statement
Recent news on the issuance of the $650 million of Indonesian first dollar-denominated sukuk ijarah has boosted the financial market. Sukuk has been seen as an alternative to get the capital and indirectly to boost the economic. Thus, in order to realize those developments, sukuk market has to be dynamic in order to cater the investors worldwide. Risk of the sukuk need to be further mitigates and the practice must be transparent. Considering agriculture sector has important contribution to the economic and Indonesian once was an agriculturebased economy, this paper attempt to identify the suitable sukuk structure for agriculture sector, especially to develop idle land.The model of the proposed sukuk requires proper structure besides recognize by the Indonesia shariah board. Yet, this model needs to be practice in order to see its suitability to the Indonesian economic particularly to see whether it can be fit with the strategy to reduce the poverty level. As an agricultural country, Indonesia has millions hectares of land that produces almost all the agriculture products. Indonesia could fulfill its own need of rice. The country also categorized as a big exporter of some agricultural products. Meanwhile, in the abundance of natural resources of Indonesia, million people (more than 20 million people) live under poverty line. A lot of farmers, especially traditional farmers are poor. Considering the abundance natural sources and workforce, sukuk in agriculture should be seen as the prominent way to reduce poverty level in Indonesia.
This paper is divided into five sections. The second section will discuss on the important of agricultural sector and its roles to alleviate poverty. While, Section 3 will focus on the proposed sukuk model based on Mudharabah and Shirkah concept. Section 4 will discuss about the sukuk risk and some solutions to mitigate the risk. Recommendation as well as implications of the study will be further discussed in Section 5 of this paper.
AGRICULTURE AND ITS ROLES TO ALLEVIATE POVERTY
The Asian financial crisis of 1997 altered the region's economic landscape, Indonesia has no exception. Agriculture sector one was the main GDP contributor to Indonesia economic 4 . The Government"s national economic development policy has placed agriculture development as a priority and one of the key sectors from which they can generate positive economic growth. One of the strengths of the sector in recent times has been its resilience in surviving the years during and after the Asian financial crisis. Figure 2 According to Simatupang, Rusastra and Maulana (2004) , Indonesian agriculture performance is now in danger. Major food productions, such as rice, maize and soybean, have been growing at a rate below the population growth rate; even some of them have been either stagnant or contracting since mid 1990's. This has increased the importation of food and effect the national food security. Simatupang, Rusastra & Maulana,2004) Above figure shows the declining number of growth rates of the agricultural GDP and aggregate production from year 1967 until year 2002. All productivity except fisheries has declined over the years.
Sukuk as a Medium for Poverty Alleviation
A suitable financial instuments is urgently needed as a medium for poverty alleviation. Poverty remains a major social issue in Indonesia, by any measure. Most of the poor people are among the farmers at the rural areas. Because most poverty is still located in rural areas, many agricultural policies embrace the rhetoric of poverty alleviation as one of their objectives. In the first two decades of the Suharto period, to the mid-1980s, agricultural policies that supported rice production contributed to pro-poor economic growth and reduced rural poverty has been implemented.
But over the past two decades, the contribution of these policies to economic growth has been reduced; Indonesian Government priorities shifted away from productivity-enhancing policies and flowed to rice price protection policies whose costs were growing. In addition, the leverage of agricultural price policies on rural poverty has been reduced. Raising the price of rice no longer reduces poverty because the poorest Indonesians are net rice consumers, wage rates now appear to be influenced most heavily by the non-farm labor market, and the benefits of price policies have been strongly tilted toward farmland owners. There have been efforts to soften the impact of higher rice and cooking oil prices for the poorest consumers through targeted consumer subsidies ("rice for the poor" targeted 19 million poor households in 2008), and expenditures on these programs increased in response to the 2008 price increases.
Overall, rural poverty has been reduced since 1999, seen in Figure 4 , but this has been due to strong nonfarm economic growth and a dynamic rural labor market that features substantial off-farm employment and rural-urban migration. So although the alleviation of poverty is still promoted as an important issue for agricultural policy, this is now largely political rhetoric. Much more could be done.
Figure 4: Poverty Trends in Indonesia
Many factors have been said to be very important in determining the effects of agricultural growth on poverty reduction. Three of these factors are the availability of land or land reform, technology reflected by the use of fabricated fertilizers, modern seed, and tractor, infrastructure development, and human resource development reflected by farmers' education level (Fan and Hazell 1999, as cited by Tambunan and Tulus, 2009 ).
Tambunan and Tulus (2009) have proved that agricultural sector managed to reduce the poverty level in Indonesia. That there were at least three causes: (i) agricultural output growth that led employment in the sector and farm income to increase; (ii) employment increased in rural non-farm activities like agro-industries, trade, services, and rural transportations as a result of improved rural infrastructure and rural-urban connections; and (iii) many unskilled labor, unabsorbed by the growth in agriculture and rural non-farm activities, migrated to urban areas and worked in labor intensive manufacturing .
Consequently, as the agricultural sector has been proven as the medium of poverty eradication, this paper is trying to promote sukuk agriculture as a means to eradicate poverty in Indonesia. Perhaps this paper is an extended research to further realize the factors in determining the effects of agricultural growth on poverty reduction as mentioned by Fan and Hazell (1999) .
Incidence of poverty may be reduced when the poor farmers is given opportunities to take part in the economic mainstream. The poor farmers whether be them as an individual or be them as a form of cooperation, may become the originator of the sukuk. Through this means, capital for the poor farmers may be raise. The capital may be used to buy fertilizer, technological appliances such as machines and even to invent the bio-technological researches. Further explanation on the sukuk structure will be discussed in Section 3 of this paper.
PROPOSED SUKUK STRUCTURES FOR AGRICULTURAL SECTOR
There are a number of researches on the development of economic sectors by using sukuk instrument. Among others is Ngadimon (2006) who has suggested that the waqf property could be developed by securitizing of waqf properties. He further opined that sukuk instrument could be a better mechanism to develop and commercialize such properties thus it may give a lot of benefit to the Muslim society.While, Beik and Hafidhudin (2007) proposed several sukuk structures that can be adopted in providing the funding for development of agriculture sector in Indonesia. He further claimed that the prospect of sukuk in Indonesia does not only rely on the attractiveness of sukuk structure but also influenced by the comprehensive legal framework as well as taxation policy that can be provided by Indonesian Government.
Salam
5 is one of the well known contracts that have a close connection with farming or agriculture activities. Besides salam, there is several contract as discussed in classical fiqh literature that have been practiced by Arabian farmers in farming namely muzara'ah, musaqat, and mugharasah. Unlike salam, these contracts are similar to the concept of profit sharing. Majallah al-Ahkam al-'Adliyyah defined al muzara'ah is a kind of partnership, where the land comes from one, and the work from the other (partnership to cultivate, and divide the crops). Musaqat is also a kind of partnership on the terms that trees are to be found by one and cultivation by the other, and that the fruit produced is to be shared between them.
While mugharasah is a contract made between two parties or more to render an agricultural project. There are two ways in running the mugharasah contract as stated by classical Muslim jurists. First, mugharasah contract which is made on the basis of ijarah and the other one is made on the basis of shirkah. Based on this point, we would like to propose two basic equity based sukuk structures for agriculture activities by adapting the above concept of profit sharing.
a) Sukuk Model based on Mudharabah concept
This model is formed by the combination of three parties namely the SPV which is the entity who posses the agriculture land, or who has been granted a possession of a land by the Government. The investor is people who contribute a capital and form of agribusiness, which also can be defined as a labor who has a skill and expertise in managing the agricultural projects. At initial stage, SPV and the investor form a musharakah venture by contributing such land and capital. This is followed by concluding mudharabah arrangement with agribusiness. The structure and details on the modus operandi of this sukuk model is as follows:
Figure 5: Proposed Model of Sukuk Mudharabah 1. SPV (the Issuer) and Investor enter into Musharakah agreement whereas SPV contribute land while the Investors contribute cash. SPV issues sukuk, which represent an undivided ownership interest in an underlying asset, transaction or agriculture project. They also represent a right against SPV to payment of expected periodic return from any generated profits.
2. The Investors subscribe for sukuk and pay the proceeds to SPV. SPV declares a trust over the proceeds and any interests acquired using the proceeds, and thereby act as Trustee and Agent on behalf of the Investors in Musharakah venture. 6. SPV (as Trustee) pays each periodic return to Investors using the Mudharabah profits it has received under the Mudharabah Agreement.
b) Sukuk Model based on Shirkah concept
This model is proposed for the case where the agribusiness has no sufficient capital to cultivate or to initiate the agricultural based project. This model also can be applied in providing working capital for agribusiness. The structure and modus operandi of this sukuk model is as followed: 1. SPV (the issuer) issues sukuk, which represent an undivided ownership interest in an underlying asset, transaction or project which are related to an agriculture sector. They also represent a right against SPV to payment of the Periodic Distribution Amount and the Dissolution Amount.
2. The Investors subscribe for sukuk and pay the proceeds to SPV. SPV declares a trust over the proceeds and any assets of the musharakah and thereby acts as Trustee on behalf of the Investors.
3. Trustee enters into a musharakah arrangement with Agribusiness, pursuant to which Trustee contributes the proceeds from the issuance of the sukuk into the musharakah and is allocated a number of units in the musharakah in proportion to its capital contribution.
4. Agribusiness enters into a musharakah arrangement with Trustee, pursuant to which Agribusiness makes a contribution in cash or in kind into the musharakah and is allocated a number of units in the musharakah in proportion to its capital contribution to the musharakah. The contributions by the Trustee and the Agribusiness collectively form the musharakah assets (the "Musharakah Assets"). Trustee and Agribusiness then will enter into a management agreement whereby Trustee shall appoint Agribusiness as Managing Agent to manage the musharakah in accordance with an agreed business plan.
5. On each periodic distribution date, Trustee and Agribusiness shall receive preagreed percentage share of the profits generated by the Musharakah Assets and, where the Musharakah Assets generate a loss, Trustee and Agribusiness shall share that loss in proportion with their respective capital contribution to the musharakah venture.
6. SPV pays each Periodic Distribution Amount to the Investors using the profit it has received from the Musharakah Assets.
Instead of structuring under the above concept, this sukuk can also be structured with another form of shirkah al-milk. It can be formed when agribusiness sells a portion of its ownership interest in an asset or project to the investor or their trustee. Then both agribusiness and investor become co-owners of the relevant asset or project, each with an ownership interest in the whole of the asset.
Additional Features for the Proposed Sukuk Structures
The above structures can be associated with some additional structural enhancement in order to attract investors as well as to motivate an agribusiness to manage their enterprise in perfect manner such as: a) Fee of performance Profit generated from either musharakah or mudharabah enterprise is shared between agribusiness and investors subject to the rules of each contract. For mudharabah enterprise, agribusiness (as Mudharib) may be entitled to a performance fee in addition to its profit share for providing its expertise and management skills if the profit generated by the mudharabah enterprise exceeds a benchmarked return. This performance fee (if any) would be calculated at the end of the mudharabah term and upon liquidation of the mudharabah.
Like mudharabah enterprise, agribusiness (as managing agent) in musharakah enterprise may also be entitled to a performance fee subject to certain conditions. To the extent that the profit received by trustee in any period is greater than the periodic distribution amounts for that period, the managing agent shall be entitled to such excess as an advance performance fee.
b) Lease the ownership interest in musharakah assets or projects
Trustee could lease its ownership interest in the musharakah assets to the agribusiness in return for periodic rental payments. Furthermore, it can be embedded with the option to buy the ownership interest in musharakah assets or projects at the end of leasing tenure which is similar to the concept of al-Ijarah thumma al-Bay'. Otherwise, the concept of musharakah mutanaqisah (diminishing musharakah) could also be applied whereby instead of paying rental, agribusiness will buy the investor share gradually until it"s become solely owner of musharakah assets or projects.
c) Purchase undertaking
On maturity of the sukuk or in the event of dissolution, trustee would exercise a purchase undertaking to call on agribusiness (or any other third party) to buy the ownership interests from the trustee at market value. These proceeds can be used to service the outstanding amounts due to the investors. The investors would also be entitled to a return comprising their pro rata share of the market value of the liquidated mudharabah or musharakah capital and the profit generated by the enterprise and accrued during the term of the sukuk issuance.
RISK IN PROPOSED SUKUK STRUCTURES
There are a number of considerations that we need to consider in order to set the rules, policies or taking precaution in structuring sukuk model. Several essential risks will be discussed together with the risk mitigation techniques.
Risk of Return
The inclusion of provision of purchase undertaking in sukuk structure may be seen from investor perspective as way to secure the invested capital from loss. When the purchase undertaking is executed, trustee will sell its ownership interest back to agribusiness on maturity or at the event of dissolution with an "exercise price". This price is referred to the value of the assets based on market price at the time of sale. As a result of this, there is a risk that the "exercise price" will be less than the amount required to pay the principal amount and all accrued but unpaid periodic distribution amounts owing to the investors.
However, this risk can be mitigated by integrating additional structural enhancements into the sukuk structure. The common practice that has been applied by many Islamic financial institutions today to reduce or eliminate the variability of profit payouts in investment is by creating a reserve account. The purpose of creating this reserve is to hedge against future low income distributions by keeping a certain ratio or portion of current profit to pay out to the investor in the future.
For musharakah enterprise, all payments made under the musharakah are deemed to be "on account" and will be adjusted on the musharakah end date to reflect the actual and final profits or losses of the musharakah enterprise. As a result of this, any excess profit paid to the agribusiness (as managing agent in musharakah enterprise) is considered to be an advance performance fee that is refundable at all times until the musharakah end date. Typically, in the event that on any periodic distribution date there is a shortfall between the profit received by Trustee and the periodic distribution amount then due, managing agent will be obliged to return such advance performance fees to remedy the shortfall to sukuk holders.
Another option is by integrating the option of a third party such as government or takaful company to fund any shortfalls in any payments due to sukuk holders by providing Shariah compliant liquidity funding.
Operational Risk in Management
Mudharabah and Musharakah enterprise may face bankruptcy due to unprofessional management. Since the investors are not actively taking part in such enterprise as their function is as sleeping partner in joint venture, they of course very concern about the management. As a response to this matter, regulator may establish a special "credit rating system" to identify the most credible management team. Therefore, only the management team who has great record in business could be a partner in such enterprise.
Foreign Exchange Rate Risk
Currency risk arises from unfavorable exchange rate fluctuations which will undeniably have an effect on foreign exchange positions. Foreign exchange risk is the risk that the value of an asset or liability will change because of a change in exchange rates. It is difficult to forecast correctly the exchange rate during a longer period and hence the risk is high. The sources of risk may be come from the transaction exposure 6 , translation exposure 7 and economic exposure 8 . In the event of a divergence between the unit of currency in which the assets in the Sukuk pool are denominated, and the currency of denomination in which the Sukuk funds are accumulated, the Sukuk investors are rendered to an exchange risk. Indeed, the Sukuk issues can be based on this simple principle and can be based on multi currencies instead of creating a contingency claim on the issuer"s balance sheet in terms of the guarantees. For example, sukuk issuance worth 100 million can be separated into two; 50 million denominated in USD$ and the half 50 million may be denominated in EU currency.
If all other conditions are similar, foreign exchange risk will be the same for all cases of sukuk. Sukuk which are liquid or which are relatively short term in nature will be less exposed. The composition of asset in the pool will also contribute to the foreign exchange risk in different ways. Hence, this can be very useful tool to overcome the foreign exchange rate risk by diversifying the pool in different currencies. Going further issuing sukuk in rupiahdenomination might not be a perfect choice. More stable currency need to be chosen to mitigate the risk of foreign exchange rates. The gold dinar and silver might be considered as 6 The risk that the domestic cost or proceeds of a transaction may change 7 The risk that the translation of value of foreign-currency-denominated assets is affect by exchange rate changes 8 The risk that exchange rate changes may affect the present value of future income streams the denomination for sukuk. However, extended research need to be done in order to decide the precise value of gold and silver.
Shariah-compliance Risks
Shariah-compliance risk is a risk associated with the potential for system failure in a given market usually resulting from inadequate internal processes and strategies. In case of salam contract, the risk is connected to declining to honor the supply on time and quality, quantity agreement and accounts receivables. While, in istisna contract, risk may occur when one declining to honor the promise to accept the delivery agreement.For the case of musharakah, shariah-compliance risk might be occur in the event of default or during the contract dissolve.
To overcome this risk, shariah compliance audit is crucially needed. Shariah supervisory boards should not limit their role to the issuance of fatwa on the permissibility of the structure of sukuk but should also oversee the implementation and compliance at every stage of the operation.
This will help in protecting the interest of the states / countries, where Islamic financial institutions are operative. This will also help in harmonization of Islamic financing products across the globe. This can be achieved by setting up Shariah Governance and Supervisory Boards as legislative bodies for Islamic financial institutions.
However, whatever method is decided upon for the restructuring of these sukuk, it would have to go through Shariah Advisory Council for approval, and it is anticipated that this will create more delay in the fate of the issuances.
Embedded Option as a Risks Management Tool
In conventional bond, once we allowed for embedded options, considerations must be given to the interest rate volatility. However, in our case, since proposed sukuk model will be totally free from element of interest, we have to consider the returns volatility whereby returns 9 (rate of return) will be pay based on periodic distributions.
Sukuk with embedded options also called as an exchangeable or convertible sukuk. In practice for these instruments, the three embedded options are interest rate call option, a default or put option and an equity call option. In this study, our scope is to propose sukuk with embedded options for default or call option. Contingent Claims Analysis (CCA) views default as the case in which equity holders put the company to bondholders. That is, bond default is equivalent to the exercise of a put option held by equity holders.
Sukuk with embedded option may give the sukuk holder an opportunity to convert their current securities into a number of shares of pre-determined company after certain period and the conversion process is subject to certain conditions. However, from shariah point of view, issue of benchmarking may be arise as many sukuk issuance were using LIBOR as the benchmark because some of Muslim jurists has regard that LIBOR benchmarking is not in line with Islamic philosophy. Therefore we proposed the embedded options to benchmark its return to the stable and shariah-based index such as Dow Jones Shariah Index, FTSE SGX Asia Shariah 100 Index, FTSE BM Shariah Index and S& P Shariah Index. This is to ensure the conformity to the shariah guidelines.
Other than that, GDP benchmarking may be use especially for the sovereign sukuk.According to Wilson (2006) , sovereign sukuk pricing could be based on real macroeconomic variables such as GDP growth rather than interest benchmarks. When GDP growth was high government tax revenue would usually increase more rapidly, especially for countries with income or sales taxes. This would enable governments to pay a higher return to investors in their sovereign sukuk.
In addition to that, we also proposed the options to be benchmarked to the current value of the agricultural land or other real assets. So that the value is more stable and free from the element of speculation. However, further study on the cost of the land is needed as value of the land might be exposed to certain natural disaster such as float and earthquake.
The Sukuk structures can advantage by adapting the premises of these instruments due to several reasons (Tariq, 2004): i. The instruments contain non-detachable (embedded options). Embedded options provide some of the useful functions of options without creating derivatives such as detachable call and put options and trading in them.
ii. These allow conversion of debts into real assets and usufructs which is permitted by Shariah. By developing the idea of converting debts into real assets and usufructs the liquidity of the zero-coupon Sukuk can be enhanced.
iii. The genuine risk management aspects of this can emerge as immensely important in developing a sound and competitive Sukuk market having considerable positive implications for economic development.
The Challenges of the Sukuk Market
Some challenges are expected through out the implementation of the proposed sukuk. The challenges are a follows:
Transparency and Trustworthiness
The issue of transparency and trustworthiness between sukuk holder and management or managing agent could be existed especially in societies where corruption is widespread. To overcome this problem, with the support from Central Bank and Government; all the financial system including the system of credit rating and auditing should be fully observed, implemented and properly monitored. In other words, there is no other way to prevent dishonesty and negligence except through the transparency principles. Having said this, all related parties need to disclose any information, procedures or problem involved to maintain good relationship between parties.
Laws and Regulations
There is a lack of laws and regulations governing Sukuk. Mostly issuers follow the issuance structures as approved by their respective regional laws. These laws, most of the times, are rigid and air-tight or based on terms which are not in compliance with the Shariah principles. This can be solved by the pro-active attitude from the regulators in understanding the needs of the financial markets.
Human Resource
Islamic finance from the very first day of its head to head launch in the commercial markets against conventional financial institutions is faced by the lack of relevant human resource. Sukuk are one of the most effected sectors of Islamic financing market. We have witnessed some of the Sukuk being categorized as non-Shariah compliant by Islamic Scholars, and we believe that lack of relevant human resource with adequate knowledge of Shariah structures have resulted in that mishap. The only solution to this is increased education among the users and particularly at the product development levels.
Education and Knowledge Sharing
We have seen that knowledge has been confined to some geographical region, literature and people are not scattered evenly. We can see that this has confined the complex and useful Islamic financing products to the geographical boundaries of these regions. The solution to this is to share the knowledge; which is always foster by Islam.
Product development
Product development is a difficult task for any of the financial institution, and specifically for an Islamic financial institution as, it has to go through different screening and approval processes. Due to the development in sukuk structures, innovated sukuk and high demand of sukuk in capital markets, we can see that every Islamic financial institution wants to come up with a sukuk structure which should be from its own distinctive class. The problem faced by an Islamic financial institution in this process is of the knowledge of shariah compliant product development. We have seen sukuk structures being criticised by many shariah scholars especially from Middle East, and we reason this criticism to the product structures. This can be mitigate through assess the homogeneity of the product to be produced and extend of ultimate demand for it from a wide base of international buyer.
IMPLICATIONS OF THE STUDY
This research should results a prominent impact to the Indonesian agriculture sector and also to the numbers of poor farmers. A paradigm shifts among the farmers is needed in order for them to accept the model of the contemporary capital raising. Government or the related parties need to change their mind-set from production-oriented to business-oriented or market-oriented. As farmers' skills are strongly linked with their level of education and experience, an attempt to inculcate a culture of learning among them should be made. If the farmers are those who are unable to understand the concept of capital rising through the sukuk issuance, they may miss the opportunities and may drown in the sea of challenging world. As the world is getting complex than ever, mental preparation (i.e. the skills and knowledge) among the farmers need to be updated.
To uphold the aspiration, courses on farming management and small scale business to the farmers should be organized. Instead of giving the return from the sukuk issuance in term of cash, an attempt can be made to transform the "return" in term of various educational courses to train the farmers. These non-cash return should be considered as it is more beneficial to the future of the farmers, what more if the farmers is lack of personal finance knowledge.
In addition, the implication of this study perhaps may transform the agriculture sector in Indonesia to become an agri-business sector. Agriculture sector should not be seen merely for the poor people, but as a significant economic contributor whereby each and every one may take part. The sukuk issuance by using the idle/cultivated land may create dominos effect to the Indonesian economic development. This is due to the unlimited potential of the sukuk issuance to bring the capital flight into the economic mainstream and therefore an injection to the agriculture sector whereby not many of us want to involve due to its long-term investment.
Another implication that may be created is the wariness of the investors on the sukuk default.
Numerous reports reveal about the sukuk default and recently Dubai World"s debt default has added agonize among the investors, which is a financial ignominy for the sukuk issuer. What most of them missed was that the major Sukuk arrangers were conventional banks and almost 80% of the investors were conventional. Investors were unclear on the concept of Sukuk, which is essentially a profit-sharing tool that does not even recognize defaults. In sukuk structure, if there is a profit, the investors will get the share of it, vice versa, if there is no profit, and then the investors have to wait. Public should be educate on the clear definition of sukuk and the shariah roles on investment.
As the proposed model of sukuk in this study is to help the poor farmers, rules and regulations to protect the farmers according to the shariah guidelines should be made. Significantly when people are talking about the Islamic finance, fairness and justice goes without saying. However, contingency guidelines should be made in order to defend the farmers from the greedy investors. Powerful organization such as AAOIFI and central banks are responsible towards this issue. Moving forward, teamwork among the farmers is needed to establish a cooperation. As the co-operation established, a synergy can be created in term of work skills, experience and knowledge.
Moving forward, the development of this sukuk agriculture perhaps can be a guideline for a more various sukuk structures in other areas such as waqf and real estate. The implication perhaps is not merely to the farmers and agriculture sector, but can be extended to the solid perception and shifted of mind paradigm towards the true and convincing sukuk structuring.Thus; Government and policymakers should oversee any shortcomings to the current implementation and obtain serious actions to overcome the problems. This is crucial to ensure the survival of the sukuk market and to obtain trusworthiness from the investors.
Recommendations and Conclusion
Sukuk has been accepted globally as the source of funds. As the world become more challenging and needs for capital become competitive, sukuk seems a solution to overcome the obstacles. As sukuk compliments the entire stakeholder (i.e. issuer, investors, and farmers) in term of allocation of risk and returns, an attempt to issue more sukuk is in the pipeline of many government and private organizations. As for the case of Indonesia, issuing sukuk agriculture perhaps is a way to reduce the poverty level among the poor farmers. Issues of lack of capital should not be obstacles to the farmers to increase the production any longer. More can be done especially to ensure the commodity can be delivered on time. The capital may be use for technological advancement in agriculture sector, thus quality of the commodity can be ensured and the delivery time can be forecasted.
In addition, general public that is interested in Islamic finance and practitioners need to be educated about the flexibilities and limit of each sukuk structures, so that the integrity of the system is not damaged.
This paper concludes with some recommendations as followings:
1-There is crucial need for the comprehensive understanding of risk concept from Islamic point of view to be developed. The concept of risk has been recognized by the classical Muslim jurists. In addition to this, there are some evidence and teaching from Al-Quran (such as an ayah in surah al-Baqarah: 195) and As-Sunnah which recognized the need to manage and mitigate the risk. It would be undeniable that the nature of risk for Islamic financial instrument is differing from conventional one owing to nature of the underlying contract. The further research need to be carry out in order to set out the rules, so that policies as well as precaution steps regarding the risk management and it mitigation can be confirmed as in line with the Islamic philosophy.
2-There is great need for expertise in the field of Islamic finance and therefore, increased and continuous effort in educating and training more human resources by establishing more educational and training centres can be a key factor in the understanding and development of the Islamic capital market instrument such as sukuk.
3-The need for innovation and development of shariah compliant products in the Islamic capital market especially the structuring of more shariah compliant sukuk products is a very important factor the enhancement of the local and global sukuk market.
4-Role of the shariah board of advisers as a legislative board should be viewed as vital in decision making in regards to a particular product. Therefore, the process of selecting a member of the Shariah board should be purely based on academic outstanding, knowledge of shariah, experience in the field and, contribution of the member to ensure consideration of the right shariah opinion on that matter and consequently take the right decision.
5-With regards to the sukuk rating, the issue of shariah compliance in all the process has to be one of the major issues rather than looking at other credit worthiness of the sukuk issuance.
6-Transparency in knowledge sharing among different Islamic financial institutions is one of the factors that can assist in the creation of better understanding and harmonization in product development.
7-Development of the sukuk market in any region depends on the political and legal flexibility towards sukuk issues. Therefore, government initiatives in this regard especially by easing laws related to ownership and taxation is very important.
All in all, the regulators have to make sure that the structures were more solid and risk averse. Sukuk provide an important research agenda for the future. Cooperation and understanding from numerous parties is crucially required as there is an urgency needs for the sukuk
